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R.01-09-001 et al. ALJ/SRT/avs

i

in T Line Adnped Adjustments lo Net Facific Bell | Nnn-Res ) Int t Income Intrastate eulaltd
Exhibit | Mumber Operating Income Total Co, | (Below the Separations Before Tax After Tax
Index Line) Tax
hase 28 Net rati
£l 1 |SBC Ops FAS 106 Merger - = 3 =
Conforming Expense
40 2 AMEXOC Awards SBC Operations ¥ n -
41 1 |Excess Executive Compensation SBC - b =
Operations
42 4 |SBC Ops Sec Alloc of Parent Mgt ; -
Fess
41 5 |SBC Ops Call Clr Depreciation, - »
Merger Implementation Exp.
B o |SBC Sves "Excess” Executive Comp £ i
Expetise
45 7 SBC Sves, CFL, TRI Sec. Allpe. aof - - - -
Parent Mgt Fees
K3 5 Parent “Excess” Executive 3,146,751 17,745 543,633 2485373 12650 1472683
Compensation Expense
47 9  |Parent Political and Legislative 18,219,042 - 3,747,639 14,471,403 -5,896,518 8,574,885
Influence Expense
48 10 |Parent Legal Expense - - - -
49 11 |Parent Public Relations & Corporate 3,667,301 94,355 702,983 2,869,963 -1,169,395 1,700,568
Sponscrship Fxpense
50 12 |Parent Corporate Development - - - -
Expense
51 13 |Parent Strategic Planning Expense 3,630,668 70,541 732,315 2,827,812 -1,152,220 1,675,592
52 14 |Parent Contributions, Memberships, 342,104 - 70,370 271,734 -110,721 161,013
Foundation Expense
53 15 |Parent Out of Period Expense -7,415911 -100,845 -1,504,702 -5,810,364 2,367,491 -3,442,873
4 Ly |Parent Merger Conforming Expense - - - -
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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Joint Line Adopted Adjustments to Net | Pacific Bell | Non-Reg Interstate Intrastate Reg Income Intrastate Regulated
Exhibit| Number Operating Income Total Co. | (Below the Separations Before Tax After Tax
Index Line) Tax
55 17 Parent Impact of Adjustments on 1,301,134 - 1,301,134 -530,160 770,974
Billings to PBD
56 18 MSI USA "Excess” Executive - - - -
Compensation Billed Directly
57 19 Parent PB Employee Transfer 1,350,777, 19,4 2 157 508 1,59 626,610
Fees Billed Back to Pac Bell
59 20 Nevada Bell Net Directory -
Revenue
21 TRI Expenses -
60b 22 Depreciation Expense Timing -
Adjustment
61 23 Advertising Direct Assignment -
and Common Allocations
62 24 Customer Service Non-Productive Salary Allocations
63 25 Affiliate Marketing Services -
Revenue
64 26 Non-regulated Tracking Code 15,926 441 12485 087 7398
Direct Assignment Errors
65 27 National-Local Strategy -
Implementation
66 28 1997 Corporate Sponsorship 2,083,333 71,135 1,712,198 (97,652 1.014.546
Costs
67 29 Customer Premise Equipment -
Costs
1 30 Unsupported Contingent 40,463,493 40463493 -16,487 255 176,238
Liabilities - Revenues
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R.01-09-001 et al. ALJ/SRT/avs DRAFT

Joint Line Adopted Adjustments to Net | Pacific Bell | Non-Reg Interstate Intrastate Reg Intrastate
Exhibit] Number Operating Income Total Co. | (Below the Separations Before Tax Regulated
Index Line) Tax After Tax
2 31 Bellcore Dividends 6,554,000 - - 6,554,000 -2,670493 3,883,507
3 32 Uncollectible Revenues - RCRMS 53,533,000 53,533,000 - 53,533,000

(PacBell reports flows thru)

4 33 Gain on Sale of Bellcore 19,642,499 4,246,767 15,395,732 -6,273,145 9,122,587
5 34 Local Number Portability Costs 109,203,787 869,074 21,734,713 86,600,000 -35,286,036 51,313,964
6 35 Local Competition Costs 41,767,998 793,949 40,974,049 -16,695,286 24,278,763
7 36 Merger Savings - - - - - -
8 37 Advanced Communications 38,880,766 739,068 8,023,530 30,118,168 -12,271,949 17,846,219
Network
9 38 Software Buy-Out Agreement - - - -
10 39 Unsupported Contingent 91,639,150 2,472,834 89,166,316 -36,331,707 52,834,609

Liabilities - Operating Expense

11 40 Incentive Pay Accrual 44,690,203 734,316 9,602,222 34,353,665 -13,997,744 20,355,921
12 41 ISP-Bound Traffic Separations -19,299,000 -179,010 - -19,119,990 7,790,631 -11,329,359
13 42 Uncollectible Settlements - 35,300,000 - 7,261,210 28,038,790 -11,424,685 16,614,105
RCRMS
16 __ 43 ISFAS112 12.600.000 521,250 2484599 9,594,151 -3,909,233 5,684,918
17 44 Intrabuilding Cable Amortization 33,053,412 188,404 - 32,805,008 -13,391,170 19,473,632
18 45 SAVR Delayed Retirements 10,031,046 62,192 - 9,968,854 4,061,909 5,906,945
19 46 SAVR Reverse Retirements 461,169 2,859 - 458,310 -186,743 271,567
20 47 Equal Access [IEMR Ratemaking - - - -
Adjustment
22 48 Ameritech Income Tax Misclass - - - -
23 49 Income Tax Normalization - 9,325,000 - - 9,325,000 - 9,325,000
Phase 2B Issues
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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Joint Line Adopted Adjustments to Net | Pacific Beil | Non-Reg Intrastate Reg Intrastate
Exhibit| Number Operating Income Total Co. | (Below the Separations Before Tax Regulated
Index Line) Tax After Tax
24 50 Excess Deferred Income Tax - - -
25 51 Sales and Use Tax Accrual 1,000,000 222,590 777,410 -316,763 460,647
S
26 52 Employment Tax Error - - - -
68 53 PIU Accrual 14,673,001 14,673,001 5,978,661 -8,694,340
69 54 USOAR Tumaround Accrual 23,123,001 23,123,001 9,421,698 13,701,303
70b 55 LNP Depreciation 1,159,999 1,159,999 472,653 687,346
I~ 71b 56 |AFUDC 178,000 178,000 72,528 105,472
\ . 57 Mktg Tel. Sves in Out-of- 3,391,118 211,495 654,045 2,525,578 (1,029,072) 1,496,506
1 Territory Areas
58 ITotal Phase 2B Net Operating 522,120,763 6,517,634 59,270,352 456,332,777 -160,325,231 296,007,546
ncome
', 2B e
29 59 SFAS 112 Liability -213,204,405
30 60 Vacation Liability -51,867,976
31 - 61 SFAS 106 Accrued Liability - ‘ 124,000
=2 57T Acerasd Contngent Liability 28,039,000
60a Depreciation Expense Timing Adjustment -
27 Cash Working Capital -511,550,000
28 Prepaid Directory Expense 93,805,000
35 Restructure Reserve -29,070,727
36 67 Accumulated Reserve for Depreciation 14,069,957
37 68 Accumulated Deferred Income Tax 57,788,323
38 69 Excess Deferred Income Tax
70a 70 LNP Plant -14,315,457
71a 71 AFUDC -2.327,000
72 72 PBOP Pre-Funding Plant Adj.
73 Total Phase 2B Rate Base -800,163.931

Appendix A (page) 4



R.01-09-001 et al. ALJ/SRT/avs DRAFT

Adopted Adjustments to Net Pacific Non-Reg Interstate Intrastate Reg Intrastate

Exhibit| Number Operating Income Bell (Below the Separations Before Regulated
Index Total Co. Line) Tax After Tax
Phase 2B Net Operating Income
39 1 SBC Ops FAS 106 Merger - - - -
Conforming Expense
40 2 AMDOC Awards SBC Operations - - - -
41 3 Excess Executive Compensation SBC| 1 (155 244 53,543 222,924 811,777 -330,767 481,010
Operations
42 4 SBC Ops Sec. Alloc of Parent Mgt 61,252 32,486 135,251 492,515 -200,680 291,835
Fees
43 5 SBC Ops Call Ctr Depreciation, "B4.511 269,817 114,679 400,015 -162,990 237,025
Merger Implementation Exp.
44 6 SBC Svces "Excess” Executive Comp 164 H04 12,115 77,783 274,906 -112,013 162,893
Expense
<, CFL, TRI 5e¢ Alloc. of 596,205 25,231 122,508 448,559 -182,770 265,789
Mgt Fe
15,059,166 362,378 3,162,128 11,534,680 -4,699,921 6,834,759
sislative 21,532,160 - 4,639,061 16,893,099 -6,883,262 10,009,837
Npenst 81611 37,545 203,397 740,669 -301,793 438,876
irent Public Re i Corporate | 14 455 515 833,439 4,136,395 14,485,701 5,902,344 8,583,357
nsorship Ex|
rent Corporate Development b 859,066 257,693 1422273 5,179,100 2,110,276 3,068,824
Strategic Planning Expense 1,178,332 35,205 245,228 897,899 -365,858 532,041
nt Contributions, Memberships, | 1.459,107 24,501 304,774 1,109,832 -452,212 657,620
iniddtion Expense
[ Period Expense 7415911 187,881 1,556,204 5,671,826 -2,311,042 3,360,784
rent Merger Conforming Expense - - ) )
nt Impract of Adjustments on b, 607,02t - - 6,607,026 -2,692,099 3,914,927
= 1oy PRI
I Excess” Execulive - - -
fon Billed Directly
I'B Emploves Transfer Fees - - -
Pac Bell
Bell Net Directory Revenue - - -
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R.01-09-001 et al. ALJ/SRT/avs DRAFT

Joint Line Adopted Adjustments to Net Pacific | Nom-Reg [ Interstate Intrastate Reg Income [ Intrastate
Exhibit | Number Operaling Income Bell (Below the | Separations Before Tax Regulated
Index Total Co. Line ) Tax After Tax
2 TRI Expenses 24,627,790 5,849,100 18,778,690 7,651,565 11,127,125
ol . Depreciation Expense Timing - » s *
Audjustment
il 23 Advertising Direct Assignment and | 6519231 2301560 959,014 3,258,657 1327772 1,930,885
Common Allocations
62 24 Customer Service Non-Froductive
Salary Allocations
"3 35 Affiliate Marketing Services 6,825,006 1,365,001 5,460,005 2224734 3.235,271
Revenne
4 26 Non-regulated Tracking Code Direct| 9534336 2,361,549 7AT2,787 -2.922,6024 4,250,164
Assignmenl Errors
65 7 National-Local Strategy - 4 e -
Implementation
b 28 1997 Carporate Sponsorship Costs - - -
67 2 Customer Premise Equipment Costs | 22,721,475 5,680,369 17,041,106 -£,943,564 10,097 537
1 n IInsupporied Contingent Liabilities - - - -
+ Revenues
2 £l Tulleore Dividends - - - -
3 42 I ninllectible Revenues - RCRMS - - . -
(Pactiell reports flows thru)
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R.01-09-001 et al. ALJ/SRT/avs DRAFT

Intrastate Reg [ Intrastate

mnt Line Adopted Ad]uﬂmnu 1o Net Pacific Bell | Non-Reg T Interstate
Exhibit | Number Operating Income Total Co. | (Below the | Separations Before Tax Regulated
Index Line ) Tax After Tax
3 33 Gain on Sale of Belloore - - - =
5 ] Lowal Number Portability Costs &1,87T,.980 1737102 13,0401 878 47,093,000 -19,188,514 27,904 480
3 a5 Local Competition Costs 8,447,002 483 056 7,963,946 “A244.989 4.715,957
7 36 |Merger Savings 4,200,000 d 4 4200,000 711332 2,488,668
8 37 |Advanced Communicativing 10,034 285 573,833 2,230,593 7.209 9549 2,945,919 4,284,040
Network
9 38 |Software Buy-Out Agreement - - - =
10 39 |Unsupported Contingent Liabilities 1,920,000 6,034 1,913,966 779,865 134101
- Operating Expense
1 40 Incentive Pay Accrual -57 515,730 -4, 780,351 -11,945 480 40,739 599 16,594,879 -24, 140,020
12 41 15P-Bound Traffic Separations + = = =
13 42 Uncollextible Settlements - RCRMS 16,800,000 3,619,560 13,180,440 5370502 7609938
16 43 SFAS 112 . . - = - =
17 4 Intrabuilding Cable Amaortization 28,333,938 300,340 - 28,033,598 11422570 16,611.028]
18 45 SAVE Delayed Retirements 7232407 £3,173 - 7,149,234 -2913,027 4.2%,207
19 46 SAVR Reverse Retiremenits LO50A412 12,080 - 1,038 332 423,079 615,253
n 47 Equal Access IEMR Ratemaking -10,931 000 -10,231,000 44535 6,477 155
Adjustmeni
prl 48 Ameritech Income Tax Misclass - - -
23 49 Income Tax Normalization - Phase £5,112.000 - - 65,117,000, E5,117,000
28 Issues
24 50 Excess Deferred] Income s 35,408,000 8,783,910 29,624,090 29,624,090
25 51 Sales and Uise Tax Accrual 999 9496 228,699 771,297 314273 457,024
26 52 Employment Tax Error = - - =
68 53 PIU Accrual - - - -
69 54 USOAR Turnaround Accrual - - - =
70b 55 LNP Depreciation 2,678,000 2,678,000 191,178 1,586,822
71b 56 AFUDC (56,000 656,000 267,294 385,706
57 Mktg Tel. Sves in Out-of- Territury 2,689,006 502 579,233 2,109,271 (654.444) 1,249,827
Areas
58 Total Phase 2B Net Operiiling 56,240,277 2,849,163 49,045,031 304,346,083 77,256,453 227,089,630
Income
Phase 2B
Rate Base
29 59 SFAS 112 Liability -1, 462 847
30 60 Vacation Liability -51,359,429
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R.01-09-001 et al. ALJ/SRT/avs

Joint | Line Adopted Adjustments to Net Interstate

Exhibit | Number Operating Income Bell (Below the | Separations Before Tax Regulated

index Total Co. Line ) Tax After Tax
31 1 SFAS 106 Accrued Liability -5,998,000
32 62 |Accrued Contingent Liability -20,106,000
60a &3 Depreciation Expense Timing Adjustment -
7 64  |Cash Working Capital -530,735,000
28 65 Prepaid Directory Expense 83,904,000
35 b6 Restructure Reserve 29,024,711
36 67 Accumuiated Reserve for Depreciation 36,308 845
37 &8 Accumulated Deferred Income Tax -55,160,036/
38 M Excess Deferred Income Tax 12,800,000
70a 70 LNP Plant -31338,163
7la 71 AFUDC -8.370,000

72 72 |PBOF Pre-Funding Plant Adj. .
ff' ’ .

73 [Total Phase 2B Rate Base " 836,541,341
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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Summary of Adopted Adjustments to Net Operating Income and Rate Base

Pacific Bell Intrastate Regulated Operations

Phase 28
1999
Joint Line Adopted Adjustments to Net Pacific Non-Reg Interstate Intrastate Reg Income Intrastate
Exhibit | Number Operating Income Bell (Below the Separations Before Tax Regulated
Indes Total Co Line ) Tax After Tax
Phase 28 Net Operating Income
S 106 Merger 4,062,029 S02.061 4,18 3,795, 7h6 -1,139,163 1,656,603
Expensi
Ll VIT) Awiards SBC Operations 6l e 120,399 426,393 173,738 152655
1l : Executive Compensation SBC| 1,532,717 BU, 449 288,347 1.054.921 420 838 625,083
tions
2 BC Ops Sec. Alloc of Parent Mgt bH3 B6E LRy 124 890 456,919 -186,176 270,743
SHCE Ops Call Cr Depreciation
Merger lmplettierdation Exp.
44 6 SBC Svcs "Excess” Executive Comp 310,190 20,703 62,36 227,124 92544 134,580
Expense
45 7 SBC Svcs, CFL, TRI Sec. Alloc. of 497,121 31,518 100,409 365,194 -148,802 216,392
Parent Mgt Fees
46 8 Parent "Excess” Executive 15,652,558 411,181 3,276,084 11,965,203 -4,875,378 7,089,915
Compensation Expense
47 9 Parent Political and Legislative 8,996,671 - 1,931,234 7,065,437 -2,478,883 4,186,554
Influence Expense
48 10 Parent Legal Expense 483,922 28,214 97823 357,485 145,824 212,061
49 11 Parent Public Relations & Corporate | 20,210,683 714,200 4,614,691 14,881,792 -6,063,735 8,818,057
Sponsorship Expense
50 12 Parent Corporate Development 8,007,868 473,146 (17,643 5,917,079 -2,410,973 3,506,106
Expense
51 13 Parent Strategic Planning Expense 902,785 20,982 190,182 691,621 -281,808 409,813
52 14 Parent Contributions, Memberships, | -6,557,997 34,601 1,415,174 -5,177,424 2,109,593 -3,067,831
Foundation Expense
53 15 Parent Out of Period Expense - - - - - -
54 16 Parent Merger Conforming Expense | 1,029,118 52,190 209,802 767,126 312,573 454,553
55 17 Parent Impact of Adjustments on 7,516,450 - - 7,516,450 -3,062.653 4,453,797
Billings to PBD
56 18 MSI USA "Excess" Executive 4,558,803 251,564 928,959 3,378,280 -1,376,514 2,001,766

Compensation Billed Directly
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R.01-09-001 et al. ALJ/SRT/avs

DRAFT

Summary of Adopted Adjustments to Net Operating Income and Rate Base
Pacific Bell Intrastate Regulated Operations
U'hase 2B
1999
Adote Adjustments to Net Pacific Bell Non-Reg Interstate Intrastate Heg Income Intrastate
Operating Income Total Co. (Below the | Separations Before Tax Regulated
Index Line ) Tax After Tax
57 19 Parent PB Employee Transter Foe
Billed Back to Pac Bell
59 20 : Bell Net Directory Revenue £, 179,000 16, 179,000 4,926,000 -11,253,000
21 | TRI Expenses 13,11 422 b 15,569,580 5,343,981 9,225,599
60b 22 i! Wpreciation Expense Timing, 13,62 796,543 2,917,083 1,188,595 1,728 488
| Adiustiment
61 23 rtising Direct Assigiuiicrit and 5,131,057 1,175,687 997,616 2,957,754 1,205,166 1,752,588
n Allocations
62 24 mer Service Non-Productive
‘llocations
63 25 11 Marketing Services 28,879,501 - 5,775,900 23,103,601 -9,413,793 13,689,808
64 26 iiulated Tracking Code Direct 7,284,797 - 1,820,400 5,464,397 2,226,523 3,237,574
nment Errors
65 27 I-Local Strategy 8,575,331 634,181 1,704,655 6,236,495 -2,541,122 3,695,373
mentation
66 28 1997 Corporate Sponsorship Costs - - -
67 29 Customer Premise Equipment Costs 7,803,311 - 1,950,828 5,852,483 -2,384,653 3,467,830
1 30 Unsupported Contingent Liabilities -
- Revenues
2 31 Bellcore Dividends -
3 32 Uncollectible Revenues - RCRMS -
(PacBell reports flows thru)
4 33 Gain on Sale of Bellcore -
5 34 Local Number Portability Costs 38,461 608 1,215,608 37,646,000 15,339,239 22,306,761
6 35 Local Competition Costs -
7 36 A pe— 4 200,000 - 4,200,000 1,711,332 2,488,668
8 37 ( T Hin 5,363,702 465,820 1,140,353 7,529 -1,531,043 21226486
9 38 Bi 15,651,500 348,922 10,837,094 44,465,490 -18,117,908 26,347 581
10 39 ! it t 968,240 2,203,104 11,765,136 -4,793,822 6,971,314
11 40 I Ti 49,203,329 4,026,500 10,115,741 35,061,084 14,285,991 20,775,007
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R.01-09-001 et al. ALJ/SRT/avs

Joint Adopted Adjustments to Net | Pacific Bell | Non-Reg | Intrastate Reg Intrastate
Exhibit | Numbuer Operating Income Total Co. | (Below | Separations Before Tax Regulated
Index the Tax Alfter Tax
Line)
12 41 19P-Bound Traffiv Separations - - . - -
13 42 Uncollectible Settlempnts - RCRMS 1,100,000 236,126 RA3, 574 -351,994 511,880
[ 43 SFAS 112 - - - - -
17 44 Iritrabuilding Cable Amortization . - - - - -
15 45 SAVR Delayed Retirements : = 3 = o
19 i6 SAVR Reverse Retiremiints 3,906,587 34,966 3,956,621 -1,612,165 2344456
20 47 |Bqual Access IEMR Ratemaking 1 - - - . -
Adjustemuent
22 48 Ameritech Income Tax Misclass 8,001,866 v - 4,001,866 - 8,001,866
p=] 49 |mcoime Tax Normalization - Phase | -64,903,000 - < -64,903,000 . 64,903,000
28 Issues
hl 50 Extess Delerred Income Tax 38,408,000 - 8,736,668 29,671,332 29,671,332
25 51 Sales amd Lise Tax Accroal -5,520,320 - 3,114,901 -2,405,419 GRO,112 -1,425,307|
26 52 Employment Tax Error 9,655,828] 163,183] 2,159,242 7,333,353 -2,988.045] 4.345,305]
68 53 MU Accrial - - - - i -
69 54 USOAR Turnaround Accrual - - - - -
70b 55 LN Depreciation 4,246,999 - - 4,246,999 -1,730, 482 2,516,517
71b 56 AFLNC 856,000 - - 856,000 -348.786 507,214
57 Marketing Tel. Sves: in Qut-of- B197.525 82 1,739,671 6,437,772 (2.623,135) 3,814,637
Territory Areas
58 Tkl Phase 2B Nel Operating 304,771,700] 13,153,454 62,051,356 229,566,890 -106,300,676 123,266,214
Income
Phase 28 Rate Base
29 59 SFAS 112 Liability 255,430,427
30 60 Vacation Liability -45,735,145
31 61 SFAS 106 Accrued Liability 5,352,000
32 62 Accrued Contingent Liability -7, 800,000
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R.01-09-001 et al. ALJ/SRT/avs DRAFT

[ Joint Adopted Adjustments to Net | Pacific Bell | Non-Reg
Exhibit| Number Operating Income Total Co. | (Below | Separations Before Tax Regulated
Index the Tax After Tax
Line)
60a 63 Depreciation Expense Timing Adjustment 2,917,083
z od Cash Working Capital -378,865,000
28 &5 Prepaid Directory Expense 71,382,000|
kL 66 Restructure Reserve -28,975,159|
36 67  |Accumulated Reserve for Depreciation 46,060,404/
37 68 Accumulated Deferred Income Tax -43,318,848|
38 6% Excess Deferred Income Tax 38,400,000
70a 70 LNF Plant 12,836,992
7la 71 AFLIDC -12,964,000
72 72 PBOP Pre-Funding Plant Adj.
73  |Total Phase 2B Rate Base -651,814,084 |
. ,'_' 4

o

I
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APPENDIX D

' UNDISPUTED AUDIT ADJUSTMENTS

Amount of Adjustment

1997 1998 1999

| Revenues and Other Operating Income Adjustments

| Bellcore Dividends $3,883,507

Index #2'
Gain on Sale of 9,122,587
Bellcore

Index #4

Operating Expenses

ACN Shutdown 17,846,219 | 4,284,040 2,226,486
Costs

Index #8
ISP-Bound Traffic (11,329,359)
Separations

Index #12

Depreciation Accounting

Equal Access IEMR (6,477 055)
Ratemaking

Adjustment
Index #20

Affiliate Transactions’

SBC Operations 1,656,603
Merger Conforming
Expense
Index #39
SBC Operations 291,835 270,743

Secondary

Allocation of Parent

Management Fees
Index #42

' Index numbers cross-reference to the chart entitled “Joint Exhibit of Overland
Consulting, Inc., ORA, TURN and Pacific Bell Showing Impact of Audit Corrections on
Pacific Bell’s Reported IEMR Results for 1997-1999,” Appendix A hereto.

* Undisputed affiliate transactions issues also appear in Pacific’s Exh. 2B:362A.

Appendix D (page 1)



R.01-09-001 et al. ALJ/SRT/avs

DRAFT

UNDISPUTED AUDIT ADJUSTMENTS

Issue

Amount of Adjustment

1997

1998

1999

SBC Operations
Call Center
Depreciation and
Merger
Implementation

Expense
Index #43

237,025

SBC Services, CFL
and TRI Allocation
of Parent
Management Fees
Index #45

265,789

216,392

Parent Political and

Legislative

Influence Expense
Index #47

8,574,885

10,009,837

4,186,554

Parent
Contributions,
Memberships and
Foundation
Expense

Index #52

161,013

657,620

3,067,831

Parent SFAS 106
Merger Conforming
Expense

Index #54

454,553

Parent Impact on
Pacific Bell
Directory —
Contributions and
Memberships
Index #55a

75,500

259,236

195,782

Parent Impact on
Pacific Bell
Directory -
Lobbying Expense
Index #55e

389,744

729,081

881,323

Appendix D (page 2)
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DRAFT

UNDISPUTED AUDIT ADJUSTMENTS

Issue

Parent Impact on
Pacific Bell
Directory — Parent

Management Fees
Index #55j

Amount of Adjustment

1998

1999

1,145,479

1,248,344

Parent Impact on
Pacific Bell
Directory —
Employee Transfer
Fees

Index #55k

58,754

Parent Employee
Transfer Fees Billed

Back to Pacific
Index #57

626,616

Nevada Bell Net

Directory Revenue
Index #59

(11,253,000)

Regulated and

Nonregulated Cost Alloc

ations

Nonregulated
Tracking Code

Assignment Error
Index #64

7,398 | 4,250,163

3,237,874

Customer Premises
Equipment Costs
Index #67

10,097,537

3,467,830

Appendix D (page 3)
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10.

APPENDIX E
Affiliate Transactions Audit Issues-
Next Triennial Review

Audit of the process Pacific uses for centralized tracking of legal matters. (Audit Report
at 13-3, 14-25 to 14-26, Pacific’s Opening Brief at 126-27).

Audit of Pacific’s claims that it analyzes costs using the Part 64 cost hierarchy (Audit
Report at 12-3, Pacific’s Opening Brief at 130-31.)

Audit of the enhancements that Pacific states will ensure proper Part 32 accounting
classification of parent company costs. (Audit Report at 13-3, 13-17, 13-21; Pacific’s
Opening Brief at 132.)

Audit of the record-keeping and document retention efforts of the SBC shared service
affiliates doing business with Pacific. (Audit Report at 15-2 to 15-3; Pacific’s Opening
Brief at 132-33.)

Audit of charges to affiliates for services provided by Pacific Bell. (Audit Report at 17-1
_ 17-3 et seq.; Pacific’s Opening Brief at 138-42.)"

Audit of fairness of Pacific’s fully distributed cost rates. (Audit Report at 17-12 - 17-14;
Pacific’s Opening Brief at 140-41.)

Audit of whether Pacific Bell Directory is following Commission rules regarding
purchases from AMDOCS, an SBC software subsidiary. (Audit Report at 18-2; Pacific’s
Opening Brief at 142.) ‘ .
Audit to determine the correct levels of revenues and expenses to which the 10% mark-up
for marketing services billings to unregulated affiliates should be applied. (Audit Report
at 20-6; Pacific’s Opening Brief at 169.)

Audit of Pacific’s transactions involving its sharing of customer information, data bases
and proprietary information with affiliates, and assessment of potential for cross subsidies
relating to such transactions. (Audit Report at 12-3, 12-6,12-7, 15-1 and 21-10;

see generally Pacific’s Opening Brief at 142-47.)

Audit of Costs related to applying for InterLATA service (Audit Report at __; Pacific’s
Opening Brief at 174.)

(END OF APPENDIX E)

b

* To assist in identifying the issues, for each item, we identify where in the Audit
Report it appears, and where Pacific discusses the matter in its post-hearing opening
brief for Phase 2B.

* In completing this audit task, the auditors shall have access to all available material
related to Ernest & Young’s audit(s) of Pacific affiliate transactions.
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Appendix F

Summary of Refund Owed to Ratepayers
Pacific Bell Intrastate Regulated Operations

Phases 2A and 2B
1997 1998
Sharable Sharable
Earnings Owed to|Earnings Owed to TOTAL
Ratepayers Ratepayers
Total Refund Amount $0 $0 $0
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Appendix G

Summary of Sharable Earnings
Pacific Bell Intrastate Regulated Operations
Phases 2A and 2B

1997 1998 1999

1. |Adopted Net Operating Income $940,582,874 $1,042,147,050 $1,319,938,296
2. |Adopted Rate Base $9,256,981,069 $9,377,580,113 $9,444,160,582
3. |Rate of Return 10.16% 11.11% 13.98%

4. |Sharing Trigger 11.50% 11.50% N/A

5. |ROR above Trigger 0.00% 0.00% N/A

Total Sharable Earnings: ROR above
6. |Trigger Times Adopted Rate Base $0 $0 -
(Row 5 x Row 2)

7. |Ceiling Rate of Return (15%) 15% 15% -
8 Sharable Earnings over Ceiling ROR $0 $0 _
" {((Row 3 - Row 7) x Row 2)
9 Sharable Earnings Between Trigger $0 $0 _
" |and Ceiling (Row 6 - Row 8)
10 Ratepayer Portion (30%) of Sharable $0 $0 _
" |Earnings over Ceiling (Row 8 x 30%)
Ratepayer Portion (50%) of Sharable
11. |Earnings between Trigger and Ceiling $0 $0 -
(Row 9 x 50%)
Total Ratepayer Portion of Sharable _
12. Earnings (Row 10 + Row 11) $0 $0
13. [Tax Gross-up Factor (1/(1-0.40746)) 168.76% 168.76% -
14 Ratepayer Amount With Gross-up
"|(Row 12 x Row 13) $0 $0 -
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Appendix H

Financial Summary of Adopted Adjustments
Pacific Bell Intrastate Regulated Operations

Appendix H - Draft

Phases 2A and 2B
. . - -
1997 1998 1999 Reference
|
1. |Net Operaling Income Reported by Pacific Bell $652,499,328 $8922,472419 $962,198,083 Exhibit Phase 2A: 400, p. 11,
2. |Adopted Adjustments: Phase 2A ($7,824,000) | ($107,415,000) £234,474,000 Appendix | of today’s Decision.
3. |Adopted Adjustiments: Phase 2B $296,007,546 $227,089,631 $123,266,213 Appendix | of today's Decision.
4. |Adopied Net Operating Income $840,582,874 | $1,042,147,050 | $1,319,938,296
5. |Rate Base Reported by Pacific Bell $10,057,145,000 | $10,170,675,000 | $9,963,603,000 Exhibit Phase 2A; 404, Attach. 11-21.
6. |Adopted Adjustments: Phase 2A - $43,445 454 $132,371,666 Appendix J of today's Decision.
7. |adopted Adjustments: Phase 2B ($800,183,931)|  ($836,541,341)| ($651,814,084) Appendix J of today's Decision.
8. |Adopted Rate Base $08,256,981,060 | $9,377,580,113 | $9,444,180,582
9. |Rate of Retum Repored by Pacific Bell 6.49% 9.07% 9,66% Exhibit Phase 2A: 400, p. 11.
10. |Adopted Adjustments: Phase 2A -0.08% -1.03% 2.26% Note 1, Line 21.
11. |Adopted Adjustments: Phase 2B 3.75% 3.07% 2.06% Note 1, Line 22.
|
12. |Adopted Rate of Return 10.16% 11.11% 13.98% Line 4/Ling 8, or Line 9 + Line 10+ Line 11.
Note 1: ROR Impact of Adopted Adjustments
1997 1998 1991
13. ROR Impact of Phase 2A Adjustments -0.08% -1.09% 2.20% {(Line 1 + Line 2)/(Line 5 + Line 6)) - (Line 1/Line 5).
14. ROR Impact of Phase 2B Adjustments 3.76% 3.25% 2.00% ((Line 1 + Line 3)/(Line 5 + Line 7)) - (Line 1/Line 5).
15. Subtotal 3.68% 2.16% 4.20% Line 13 + Line 14
16. Proportionate Impact - Phase 2A -217% -50.46% 52.38% Line 13/Line 15
17. Proportionate Impact - Phase 2B 102.17% 150.46% 47.62% Line 14/Line 15
18. Adopted Rate of Return 10.16% 11.11% 13.98% Line 12
19. Reported Rate of Return 6.49% 9.07% 9.66% Line 9
20. Difference 3.67% 2.04% 4.32% Line 18 - Line 19
21. Difference Attributable to Phase 2A Adjustments -0.08% -1.03% 2.26% Line 16 x Line 20
22. Difference Attributable to Phase 2B Adjustments 3.75% 3.07% 2.06% Line 17 x Line 20
23. Total 3.67% 2.04% 4.32% Line 21 + Line 22
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Appendix |

Summary of Adopted Adjustments to Net Operating Income (NOI) - Pacific Bell Intrastate Regulated Operations
Phases 2A and 2B

: A ?“ -;a%; y‘s::; k%‘u"w‘)‘gr&x" & D

Adopted Adjustments 1o NOI '

1997

1999

Appendix | - Draft

e R IR s

Reference

Phase 2A
Pension Trust Fund Withdrawal

$5,829,000

(55,829,000)

540,737,000

Aerferences to Phase 2A Decision
except as noled

$40,737,000

Exhibit Phase 2A: 400, Table 7 of 7

. |SFAS 106 - VEBA 3 to VEBA 5 Transler - 30 Appendix H, Lines 7 & 14
Income Tax Flow Through - Phasa 2A lssuas ($13,753,000)| ($101,586,000)) $193,737.000 $78,398,000 Appendix |, Column L
Subtotal Phase 2A __(57,924,000)) ($107,415,000) $234,474.000 §118,135,000

Referencas to Phase 2B Decision,
Phase 2B Appendix A, except as notled

~ |SBC Ops. SFAS 106 Merger Coniorming Expense $1,656,603 §1,656,603 Index No. 39

. |AMDOC Awards SBC Operatioris - $252,655 $252,655 Index No. 40
SBC Ops. Excess Executive Compansation $481,010 $625,082 $1,106,092 Index Ne. 41

. [SBC Ops. Sec. Allocation of Parant Mt Faes $291,835 $270,743 $562,578 Index No. 42

|SBC Ops. Call Ctr. Deprec., Merger Implement. Expense $237,025 - $237,025 Index No. 43

. 1SBC Srvcs. Excess Executive Compansation $162,883 $134,581 8297474 Index No. 44

_|SBC Srves., CFL, TRI Sec. Alloc ol Parent Myt Fees - 5265,789 $216,392 $482,181 Index No. 45

_|Parent Excess Executive Compansatian $1,472,683 $6,834,760 $7,089,914 $15,397.357 Index No. 46

. |Parent Political and Legislative Influgnce Expense 58,574,885 510,008,837 $4,186,554 $22,771,276 Index No. 47

. [Parent Legal Expense - $438,876 5212.061 $650.937 Index No. 48

. |Parent Public Relations & Corp. Spansarship Expense $1,700,568 $B,583,357 $8,818,057 $19,101,982 Index No. 49

. [Parent Corporate Development Expense - $3,068,824 $3,506,106 $6,574,930 Index No. 50

. |Parent Strategic Planning Experise %$1,675,502 $532,041 $409,813 $2,617,446 Index No. 51

. |Parent Contributions, Memberships, Foundation Expense $161,013 $657,6820 ($3,0687,831) ($2,249,198) Index No. 52

. |Parent Out of Period Expense ($3,442,873) $3,360,784 - ($82,089) Index No. 53

. |Parent Merger Conforming Expense - - $454 553 $454,553 Index No. 54

. {Parent Impact of Adjustmts. on Billings o PacBall Direct $770,974 $3,914,927 $4,453,797 $9,139,698 Index No. 55

- |MSI USA Excess Executive Comp. Billed Diracily - - $2,001,766 $2.001,766 Index No. 56

. {Parent PB Employee Transfer Fess Billed lo PacBall $626 6186 - $626,616 Index No. 57

. |Nevada Bell Net Directory Reveriua - - ($11,253,000) ($11,253,000) Index No. 59

| TRI Expense $11,127,125 $9,225,599 $20,352,724 Line No. 21

. [Depreciation Expense Timing Adjusiment - 1,728,488 $1,728.488 Index No. 60b

. |Advertising Direct Assignment &nd Common Allocations $1,930,885 $1,752,588 $3,683,473 Index No. 61

. |Customer Service Non-Productive Salary Allocalions 50 Index No. 82

. | Attiliate Marketing Services Reveariue . $3,235,271 $13,689,808 $16,925,079 Index No. 63

. |Non-regulated Tracking Code Cirect Assigrinient Erors $7,398 54,250,163 $3,237,874 $7,495,435 Index No. 64

. |National-Local Strategy Implementation - - $3,695,373 $3,695,373 Index No. 65

. 11997 Corporate Sponsorship Costs $1,014,546 - - $1,014.546 Index No. 66

. |Customer Premise Equipment Costs - $10,097 537 $3,467,830 $13,565,367 Index Mo. 67

. |Unsupported Contingent Liabilities - Revenues $23.976,238 - - $23,976.238 Index MNo. 1

. IBellcore Dividends $3,883,507 $3.883.507 Index No. 2

- {Uncollect. Revenues - RCRMS (PacBell repts. flows thru) $53,533,000 $53,5633,000 Index No. 3

. {Gain on Sale of Bellcore $9,122,587 - - $9,122,587 Index No, 4

. {Local Number Portability Costs $51,313,964 $27.904 486 $22,306,761 $101,525.211 Index No, 5

. {Local Competition Costs $24,278,763 $4,718B,957 - 528,997,720 Index No. 6

. {Merger Savings - $2,488,668 2,488 668 $4,977,336 Index No. 7

. |Advanced Communications Network $17,848,219 $4,284,040 52,226,486 524,356,745 Index No. 8

. |Software Buy-Out Agreement - - $26,347 581 $26,347.581 Index No. 9

. |Unsupported Contingent Liabilities - Operating Expense §52,834,608 $1.134,101 $6,971,314 $60,940,024 Index No. 10

. |Incentive Pay Accrual 520,355,921 | ($24,140,020)| $20,775,097 $16,990,998 Index No. 11

- 1SP-Round Traffic Separations ($11,329,359) - - ($11,329,359) Incex No. 12

| Uneollectible Settlements - RCRMS $16,614,105 $7,809,938 $511,880 $24,935 922 index No. 13
SFAS 112 55,684,918 - - $5,684,918 Index No. 16

. | Intrabuliding Cable Amortization $19,473,832 $16,611,028 536,084,860 Index No. 17

. ::ﬁ‘,a VA Delayved Retirements 55,006,945 4,236,207 - $10,143,162 Index No. 18

. |SAVR Reverse Retirements $271,567 615,253 £2.344 456 $3,231,276 Index No. 19
|Equal Access IEMR Ratemaking Adjustment - (6,477,055) - ($6,477,055) Index No. 20
i#\.r nerniech Income Tax Misclassification - $8,001,866 $8,001,866 Index No. 22

. |Excess Dalared Income Tax - $29,624,000 $29,671,332 $59,2095 422 Index No. 24
|Sales and Use Tax Accrual 5460, 647 $457,024 ($1,425,307) ($507,6386) Index No. 25
|Employment Tax Error - - $4,345 305 $4,345,305 Index No. 26
PiU Accrual ($8,694,340) - ($8,694,340) Index No. 68
[USOA He-write Turnaround Accrual ($13,701,303) - - ($13,701,303) Index No. 69
|LNP Depreciation £687,346 $1,586,822 $2.516,517 $4,790,685 Index No. 70b

$1056,472 $388,706 $507.214 51,001,382 Index No. 71
ng Telephone Services In Out-Of-Territory Areas 51,496,506 51,249,827 53,814,637 $6,560.970 Line No. 57
Incame Tax Flow Through - Phase 2B Issues $9,325,000 $85,117,000 | ($64,203,000) $29,5389,000 App. K, Column M
[Subtotal Phase 2B 296,007,546 | 227.089,631 | §123.266.213 $646,353.390 |
{Total Phase 2A and 2B $288,083,546 | $119,674,631 | $357,740,213 $765,498,39D

Note 1: All amounts are after-tax (normalized) revenues or expenses, except for the adjustment for flow-through tax accounting, which represents the effect of using
flow-through tax accounting instead of normalized tax accounting with respect to Phase 2A and 2B issues that do not result in an audit adjustment.

Note 2: No TBO adjustment for 1997 because the SFAS 106 costs recognized for CPUC purposes during 1997 equaled tax-deductible contributions (which
exceeded the SFAS 106 accrual), making it unnecessary to revise SFAS 106 costs reported during 1997 to reflect the correcled TBO.
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Appendix J

Summary of Adopted Adjustments to Rate Base
Pacific Bell Intrastate Regulated Operations
Phases 2A and 2B

Adopted Adjustments
to Rate Base 1997 1998 1999 Total Reference
Phase 2A
Accumulated Deferred See footnotes 1,2, and 3
o T $0 $43446,454 | $132,371,666 | $175818,120 oes |
(Note 1) (Note 2) (Note 3)
Subtotal Phase 2A $0 $43446,454_ | $132,371,666 | $175,818,120
Phase 2B
SFAS 106 Accrued Liability $124,000 ($5,998,000) $5,352,000 (8522,000) | pormoce & meeho. 31
SFAS 112 Accrued Liability | (5213,204,405) | ($236,462,847) | (§255,430,427) | (§705,007,679) | o ieee 23 00c8Cr o
Vacation Liability (§51,867,076) | ($51,359,429) | ($45,735,145) | ($148,962,550) | , Foece 23 0ecsln
Accrued Contingent Liability | ($28,039,000) | ($20,106,000) |  (§7,800,000) |  (855,945,000) | , ihesePocslr
Depreciation Expense Timing Phase 2B Decision,
Adjustment $0 $0 $2,917,083 $2,917,083 Appendix A, Index No. 60a
Cash Working Capital (§511,550,000) | (§530,735,000) | ($378,865,000) | ($1,421,150,000) | o Poece 23 0ocEln:
Prepaid Directory Expense $93,805,000 | $83,904,000 | $71,382,000 $249,091,000 | o e B8 N 28
Restructure Reserve (§20,070,727) | ($20,024,711) | ($28975,159) |  ($87,070507) | o rroee BB 0et8tl
Accumulated Reserve for Phase 2B Decision,
Depreciation $14,069,957 | $36,308,845 | $46,060,404 $96,439,206 | A it o e oo, 36
Excess Deferred Income Tax $0 $12,800,000 |  $38,400,000 $51,200,000 | pofame 2 imaen No. 38
LNP Rate Base ($14,315,457) | ($32,338,163) | ($42,836,992) ($89,490,612) | ,rhese 23 Peeton. |
AFUDC ($2,327,000) |  ($8,370,000) | ($12,964,000) (823,661,000 | oo B e 7+
PBOP Pre-Funding Plant Adj. 0 | norae A oo, 72
Accumulated Deferred Phase 2B Decision,
I oome Tax ($57,788,323) | ($55,160,036) | ($43,318,848) | ($156,267,207) | A0 0 oo o7
Subtotal Phase 2B ($800,163,931) | ($836,541,341) | ($651,814,084) | ($2,288,519,356)
Total Phase 2A and 2B [ ($800,163,931) | ($793,094,887) | ($519,442,418) | ($2,112,701,236)

Note 1: All of the Phase 2A adjustment to accumulated deferred income tax relates to the CHCF-B. The source of the
information is Overland Exhibit Phase 2A: 404, Volume 2, Attachment 9-10.

Note 2: 43,446,454 = ((110,252,000 - 0)/2))*0.78813

Note 3: 132,371,666 = ((222,880,000 - 110,252,000)/2))*0.79471
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Appendix K
PACKFIC BELL
Phases 2A and 2B
INCOME TAX FLOW-THROUGH ADJUSTMENT
YEAR 1997
{S000)
Fkctetle FOL BASIS < Chigein | Dalwirod (L.,
Dofatrad (i a , Mormakied)| Mttt i‘-'ﬂvm;ll:‘;‘ m:mn:;m
+ Surtil 1 brwerrie Tea
Inecme Tax Epahte Adjumrivents Total | v Tanfop | Exp bat f
Fuchtnl Eitmtm Totsl Saparption |irerasmin £ EMA irtnstate | Comed by S| | A Agus
Srvre Tam | noorrs Ta Al Factor =0 Fadel Slole | Adfimimanty | EsFelied | Adpmimin It
) B C [ E F [E] H i F] W
1| Purmion 122108 38 ann we0od | 07774 | 1a14Es | (e | 04,0596 (25,200} 125,200}
2 |sFas 1= zogza) | wiesl | g | o7 [ee2am | saiss | 12068 (22,423} 7.438 4,008
1 JFCC ve CPUC Dapteciaten 2447 [T 07 1,602 0 [ 3.884
& JAgvanced Commurasalicn Nulmsrh 17,810 [ 22,072 07774 17,781 17781
£ [Cughalied Saltwdm G421} 11.50m) (&89 OTITA 15.35) 15,357}
A | Siwtin ihcxite Tt Accruai ] T4 o a
[T_|Vauntion Fay Accrui [ R L] A 145 ER ) [ksxl] rog | 17,584 4,077 [
E [Team Awang 1408 5] (v, 80} o7 \La0E) | ia) | (sea) 15.407)
(8 | Transer Pricirg CPUL va FOG [ [Ei 0 438 | a7 5010
10| Firstrustury Finerve o DITTA [ dm7s1 | 1oady | mspdn 11,281
(17 Wity Accnal wna Feversl [ o777 ] [38.802) | 1102971 {47,029
: 0 [Eizl] 0 (#4751) | (12.406) [E7.817)
Fiiured Acxiruasi Ba788) | (rmam | Eedaa | oTime F4317) s =
Partwrsp (5t | (e | @aas) | 0774 | (1EEIE) L= )
13073 1780 1483 G174 (=] 11,681
[ZE438) | Bo71) | eAa08) | D774 =088y | (153) | (4054) 308 [20,750)
i 1,538 A0 ZE (02168 3068) | 3B5TE (R
Reference Note 1 Note 2 Note 3 Note 4 Note 5 Note & Note 7

References
Note 1. Overiand Exhibk Phase 2A: 402, Part 2, Attachment 59-1,p. 2
Note 2: Overiand Exhibit Phase 2A: 404, Vol. 2, Attachment 8-6,p. 4
Note 3. Overiand Exhibit Phase 2A: 404, Vol. 2, Attachment 8-8,p. 1.
Note 4: Overland Exhibit Phase 2A: 404, 9-6,p. 2, loss 9-4,p. 1. Column
Total of (102,195) = 47,103 (Attachment 8-8, p. 2) - 149,268 (Exhbit 404, Attachment 8-
Note 5: Overland Exhibit Phase 2A: 404, Vol. 2, Attachment 8-4,p. 2
Note 8: Overland Exhibit Phase 2A: 404, Vol. 2, Attachment 8-6, p.1
Note 7' See supporting schedule in Appendix L

Appendix K

PACKFIC BELL
Phases 2A and 2B
INCOME TAX FLOW-THROUGH CORRECTION
YEAR 1908
(5000}
———— Rascomded FLC BASIS —| Change
Dofared (| @ Normaiieed| Armictiars Ruwferend (0
irecrne Tax Expurne Admtmoits Mitrmallyad)
Tolal | tixiine Tas Eap
Fadderal Blate Tolal | Sapartions |imtssiats O EMR Inerstnte | Cavmed by Avsii
rcome Tax | ncome Tax|  A+B Factor 30| Foderal | Siste EsFeGelt | Adjusimens
) —E C [i] E F G H T F]
(1 [Parson 20578 195 arIna 0.7713 e | 57,02%) | (15.000) {42,861}
0 |SFAS 108 7088 1,504 iR [RIAL] 7,006 z 53 (1B | (152 B {4,000}
0 |CHCE B Tooso6 | @7maT | venosa | 07713 | eeies s
4 |FCE va CPUC Capmesaiin (e3a) | paste | o 2615) [ 13 #40
|8 [Advarced Cammurizstions Mubworh (1,281) (374} .725) 0TS (1.330) (1.330)
|8 [Caphulizn Software 10.064 2758 12,852 o7t [T 2013
T {Etal rmarom Tee Asrrual o o [ oIy ] 4]
EE) 10244 a7 217 CEiaE] A1 36418 (16,800)
218 55 214 07713 21 EEED] (305
[ 07713 Q G
o [EIAE] 5 W72t | aRs 13000
0 BITY L] 5143 1490 BETE THO
Ti7i7] | Wmos) | pede; | orfia 7451y [17.481)
<] 0773 0 20,160 5587 25,753
13,381 3,481 15 e 07713 12004 111,437) ED
HajGommunty Farnerstp ALl = 71 Xiak] rdi-:] 2257} (434}
1| Prioe Yoar True Lip 4] [\erir] ] o
17Tz femerve [ [EZiE] ] 047 30,047
1!\'{"’1\! Shrrull Aers {21,108} [ I R e | A | oaess) (H,657) =
15 Total 158,833 35,578 158219 (e T T |tresaE | Bs70) (10856
Raterence Note 1 Note 2 Note 3 Note 4 Note 5 Note & Note 7

References
Note 1 Overland Exhibit Phase 2A. 402, Part 2, Attachment $9-1,p. 3
Note 2 Overland Exhibit Phase 2A: 404, Vol 2, Attachment 9-6, p. 6.
Note 3 Overland Exhibit Phase 2A" 404, Vol. 2, Attachment 9-6, p. 1
Note 4. Overland Exhibit Phase 2A: 404, Attachment 9-6, p. 2, less Attachment 9-4, p. 3. Column
Total of 12,762 = 48,057 (Attachmert 9-6, p. 2) - 35,295 (Exhibit 404, Attachment 9-4, p.
Note 5 Overland Exhibit Phase 2A° 404, Vol. 2, Attachmert 9-4, p 4
Note 6. Overland Exhibit Phase 2A: 404, Vol. 2, Attachment 9-6,p 1
Note 7 See supporting schedule in Appendix L
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Appendix K
PACIFIC BELL
Phases 2A and 28
INCOME TAX FLOW-THROUGH CORRECTION
YEAR 1999
{S000}
- Fieoeclinet FOO BABIS < Chiangr it | Deduernd {la, 15
Dolacrmd i e | Formmilized) Jursetietioral vt fie. | Worrahzmd]
Inexsine Tax E o Nurmaliset) | lroome Tas
Tolal Inextime Tan Exp Exp Mt af
Fabuttyl Hiate Towl | Separations | mmuiain ©) EMA ntrantate | Creed by Ausdie | Aust Acust L].-
Jreoenn Tax | brcome Tax] A48 Factot (3] Fodeeul | chiate | Adiustmarits | E+FeQeb | Aidjiinimerid
A ) C D E | £ | ®© H T
1 [Parnan 1B144s | moses | ;iamd a7ras | ies170 | (80.101) | DAS0E) 51,172
|2 |SFAS 108 34841 (BOT3} (43.510) QTS mame) | aTin THA 20055 |
) [CHEFE 108,577 TRAAT | 1mAzé | G77as | 1DASYE 104,81%
4 _[FCC wva CPLIC Deprecston iB5m; 15,588 [0 4.318) |1BE18) (22 E33)
14 lAdeanced Commuristions bk jaians) 1130 182,001} Q7S AR5 (45,583}
[0 [Caglaion Schware =] N 22468 ] 17,387 EI
7 | AT Mrgis Swwerarcs Accral [8.111) ZIAT) Nnoasm | a77es (8. 0c7) (Aol
|5 |Bavings Flan Canitiaion 228 | sora) | RTSE0) | oTiRR [ {@1.615) 21815
2 [Eain Hwcens Tax Cant) Bams a o nITe o o
|0|Turrl Awnrd [=.55%) B Al £ 200, (%] {RE4T1} (28 451)
i HRsRD; | (a.758 | G135 | 07728 | (8405 | aras | vaes 10,281
0 07725 [ 0
o (i3 0 3081 | (eoes) AT
. o (i [ wAty | 1957 11,770
5| irtasrint oot Tramc MOU Toms) | Gaem | reied | 07725 | (1714) 117.145)
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Ref
Note 1: Overland Exhibit Phase 2A: 402, Part 2, Attachment S8-1, p. 4.
Note 2 Overtand Exhibit Phase 2A: 404, Vol. 2, Attachment 8-6,p. 8
Note 3: Overland Exhbit Phase 2A: 404, Vol. 2, Attachment 8-6,p. 1
Note 4: Overiand Exhibit Phase 2A: 404, Attachment 8-8, p. 2, lees Attachment 9-4, p. 5. Column Total of
(36,472) = 229,818 (Attachment 9-6, p. 2) - 266,094 (Exhibi 404, Attachment 84, p. 5).
Note 5. Overland Exhbit Phase 2A: 404, Vol. 2, Attachment 84, p. 6
Note 6: Ove :and Exhibt Phase 2A: 404, Vol. 2, Attachment 8-6, p.1
Note 7° See supporting scheduie in Appendix L.
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Appendix L

Pacific Bell - - Phases 2A and 2B
Reconciliation of Income Tax Normalization & Flow Through for Adopted Audit Adjustments Other than CHCF-B

Appendix L - Draft

1997

Increase/(Decrease) to Pacific's NOI

Intrastate Regulated Amounts

Adopted Normalized After-Tax

Adjustment Description Reference ' Audit Adj. | Tax Rate Tax Effect Effect
SFAS 106: VEBA 3 Transfer 2A Decision, Appendix H, Lina 7 5,838,000 | 40.746% (4,008,591) 5,829,409
Unsupported Contingent Liabilities:

Revenues Ingex No. 1 40,463,493 | 40.746% (16,487,255)| 23,976,238

Operating Expense Index No. 10 89,166,316 | 40.746% (36,331,707)] 52,834,609
Total Unsupported Contingent Liabilities 129,629,809 (52,818,962)| 76,810,847
Other Small litems

Local Competition index No. G 40,974,049 | 40.746% (16,695,286)| 24,278,763

Incentive Pay Accrual Index No. 11 34,353,665 | 40.7468% (13,997,744)| 20,355,921

Uncollectible Settlements - RCRMS Index No. 13 28,038,790 | 40.746% {11,424,685)] 16,614,105

SFAS 112 Index No_ 18 9,594,151 | 40.746% (3,909,233) 5,684.918

Sales and Use Tax Indsx No. 25 777,410 | 40.,746% (316,763) 460,647

PIU Accrual Index No 68 (Index shows atter tax) | (14,673,001)| 40.746% 5,978,661 (8,694,340)

USOA Rewrite Turnaround Accrual Index No 89 (Index shows atter tax) |  (23,123,001)] 40.746% 0,421,688 | (13,701,303)
Total Other Smalt items 75,942,063 (30,943,353)| 44,998,710
TOTAL 215,409,872 (87,770,906)| 127,638,966

1998

Increase/(Decrease) to Pacific's NOI

Intrastate Regulated Amounts

Adopted Normalized After-Tax

Adjustment Description Reference ' Audit Adj. | Tax Rate Tax Effect Effect
SFAS 108: VEBA 3 Transter 2A Decision, Appendix H, Line 14 (9,838,000)| 40.746% 4,008,591 (5,829,409)
Contingent Liability Expense Index No. 10 1,913,966 | 40.746% (779,865) 1,134,101
Incentive Pay Accrual Index No, 11 (40,739,899)| 40.746% 16,599 879 (24,140,020)
Other Small ltems

Local Competition Index No, & 7,963,946 | 40.746% (3,244 ,989) 4,718,957

Uncollectible Settlements - RCAMS Index No. 13 13,1B0,440 | 40.746% (5,370,502) 7,809,938

Sales and Use Tax Indax No. 25 771,297 | 40.746% (314,273) 457,024
Total Other Small ltems 21,915,683 (8,929,764)| 12,985919
TOTAL {26,748,250) 10,896,842 | (15,849,408)

1999

Increase/(Decrease) to Pacific's NOI

Intrastate Regulated Amounts

Adopted Normalized After-Tax

Adjustment Description Reference ' Audit Adj. | Tax Rate Tax Effect Effect
Pension Trust Fund Withdrawal Exhibit Phase 2A: 409, Table 7 ! 7 68,749,000 | 40.746% (28.012,468)| 40,736,532
Contingent Liability Expense Index No. 10 11,765,136 | 40.746% (4,793,822) 6,971,314
Incentive Pay Accrual Index No. 11 35,061,088 | 40.746% (14.285,991) 20,775,097
Other Small tems

Sottware Buy-Out Agreement Index No. 9 44 465 490 | 40.746% (18,117,808)| 26,347,581

Uncollectible Settlements - RCRMS Index No. 13 BB3,874 | 40.746% (351,994) 511,880

Sales and Use Tax Index No. 25 (2,405,419)| 40.746% 980,112 (1,425,307)

Employment Tax Error Index No. 26 7,333,353 | 40.746% (2,988,048) 4,345,305
Total Other Small lems 50,257,298 (20.,477.839) 29,779,459
TOTAL 165,832,522 (67,570,119) 98,262,403

Note 1: All References to Phase 2B Decision, Appendix A, except as noted.




